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The  in fo rm a tio n  c o n ta in e d  in th is  re p o r t has been p repa red  fro m  sources cons ide red  re lia b le , b u t its  a ccu ra cy  is n o t guaran teed  b y  us 
and is N O T  necessarily  a c o m p le te  su m m a ry  o f a il ava ila b le  m a te ria ls  on th e  s u b je c t. O p in io n s  expressed h e re in  d o  n o t necessarily  re fle c t 
In s t i tu te  p o lic y .  R e p ro d u c t io n  o f these m a te ria ls  w ith o u t  p r io r  a pp ro va l o f th e  A IC P A  is p ro h ib ite d .
1TREASURY, DEPARTMENT OF
P e n a l t ie s  f o r  ta x p ay e rs  who s u b s ta n t ia l ly  u n d e rs ta te d  t h e i r  in cane  ta x  l i a b i l i t y  fo r
1982 and l a t e r  y e a rs  w i l l  be in c re a se d  from  10 p e rc e n t to  25 p e rc e n t beg inn ing  
w ith  p e n a l t ie s  a sse sse d  a f t e r  10/21/86, acco rd ing  to  an in fo rm a tio n  r e le a s e  (IR - 
86-149) is su e d  by  th e  IRS 11/6/86. The change was a u th o riz e d  by th e  Congress in  
th e  Om nibus B udget R e c o n c i l i a t i o n  b i l l ,  w h ich  w as s ig n e d  b y  P r e s id e n t  Reagan 
1 0 /2 1 /8 6 . The IRS s a i d  t h a t  t h e  p e n a l t y  g e n e r a l l y  a p p l i e s  t o  t a x  r e t u r n s  due 
a f t e r  1 2 /3 1 /8 2 , i f  t a x  l i a b i l i t y  i s  u n d e r s ta te d  b y  th e  g r e a t e r  o f  10 p e r c e n t  o r  
$5,000 ($10,000 fo r  m ost c o rp o ra tio n s ) . For n o n -tax  s h e l t e r  item s, however, th e  
p e n a l ty  d o es  n o t  a p p ly  i f  th e  ta x p a y e r  e i t h e r  h ad  s u b s t a n t i a l  a u t h o r i t y  f o r  th e  
t r e a tm e n t  on th e  t a x  r e t u r n  o r  a d e q u a te ly  d i s c l o s e d  th e  r e l e v a n t  f a c t s  on th e  
r e tu rn . I f  th e  u n d e rs ta tem en t r e l a t e s  to  ta x  s h e l t e r  item s, th e  p e n a lty  does n o t 
app ly  i f  tax p ay e rs  can show t h a t  th e y  reaso n ab ly  b e lie v e d  th a t  th e  ta x  tre a tm e n t 
on th e  r e tu rn  was more l i k e ly  th an  n o t th e  p ro p e r tre a tm e n t.
The IRS no ted  th a t  th e  Tax Reform Act o f  1986 a ls o  d e a l t  w ith  th e  s u b s ta n t ia l  
u n d e r s ta te m e n t  p e n a l ty ,  e f f e c t i v e  f o r  t a x  r e t u r n s  due a f t e r  1 2 /3 1 /8 6 . The IRS 
s a id  t h a t  " a l th o u g h  C o n g ress  in te n d e d  th e  in c r e a s e d  p e n a l t y  p r o v i s io n s  o f  th e  
Omnibus Budget R e c o n c ilia tio n  Act to  ap p ly  to  ta x  re tu rn s  due a f t e r  12/31/86" i t  
w as " s tu d y in g  th e  e f f e c t ,  i f  any , o f  t h e  Tax R eform  A ct p r o v i s io n s  on th e s e  
r e tu r n s ."
In  a  r e la te d  m a tte r , enactm ent o f  th e  Omnibus R e c o n c ilia tio n  Act has  doubled 
th e  p e n a l t y  f o r  f a i l u r e  t o  d e p o s i t  c e r t a i n  t a x e s  r e q u i r e d  u n d e r th e  f e d e r a l  ta x  
d e p o s ito ry  system  (IR-86-153). A ccording to  th e  IRS, th e  p e n a lty  i s  in c re a se d  from 
5 p e r c e n t  t o  10 p e r c e n t  o f  th e  am ount n o t  d e p o s i te d .  The in c r e a s e  i s  e f f e c t i v e  
fo r  p e n a l t ie s  a sse ssed  a f t e r  10 /21/86 , r e g a rd le s s  o f  when th e  f a i l u r e  o ccu rred .
SPECIAL: NEW LAW AUTHORIZES GSA TO CONTRACT OUT TRANSPORTATION AUDITS
L e g is la t io n  a u th o r iz in g  th e  G eneral S e rv ic e s  A d m in is tra tio n  (GSA) to  h i r e  p r iv a te
a u d i to r s  t o  a u d i t  F e d e ra l governm ent paym ents f o r  t r a n s p o r ta t io n  c o s ts  was signed
in to  law  on  11/7 /86  by  P re s id e n t Reagan. The l e g i s la t i o n ,  H.R. 5420, was d ra f te d  
in  response  t o  a  recom m endation by  th e  P re s id e n t 's  P r iv a te  S e c to r Survey on C ost 
C on tro l, more commonly known a s  th e  Grace Commission, designed  t o  reduce th e  GSA's 
back log  o f  a u d i ts  o f  t r a n s p o r ta t io n  and t r a v e l  charges. The new law  a u th o r iz e s  
GSA t o  h i r e  p r i v a t e  a u d i t o r s  t o  p e r fo rm  p o s tp a y m e n t a u d i t s  o f  t r a n s p o r t a t i o n  
b i l l s ;  t h e  p r i v a t e  a u d i t o r s  w i l l  b e  p a id  a  p e r c e n ta g e  o f  c o l l e c t e d  o v e rc h a rg e s  
i d e n t i f i e d  b y  th e  a u d i to r .  The law  l i m i t s  " e x p e n se s  o f  t r a n s p o r t a t i o n  a u d i t  
c o n t r a c t s  and  c o n t r a c t  a d m in i s t r a t i o n "  t o  40 p e r c e n t  o f  t h e  m o n ies  re c o v e re d  
an n u ally . In  a d d itio n , "payment t o  any c o n tra c to r  s h a l l  n o t exceed 50 p e rc e n t o f  
th e  overpaym ents i d e n t i f i e d  by any c o n tra c t  a u d it."  The b a lan ce  o f  overpaym ents 
c o l l e c t e d  b y  th e  GSA i s  t o  be  p a id  t o  th e  T re a s u ry  D e p artm en t. D uring  
c o n s id e r a t i o n  o f  th e  b i l l  on t h e  S e n a te  f l o o r ,  Sen. R oth  (R-DE), c h a irm a n  o f  th e  
Senate Governm ental A f fa i r s  Committee, no ted  l im i te d  a u th o r i ty  p re v io u s ly  had been 
g r a n te d  t o  t h e  GSA t o  c o n t r a c t  o u t  f o r  t r a n s p o r t a t i o n  a u d i t s .  As a  r e s u l t ,  h e  
s a id , "GSA h as in c re a se d  i t s  n e t  c o l le c t io n s  fo r  t r a n s p o r ta t io n  overcharges from 
$5.9 m i l l i o n  i n  f i s c a l  y e a r  1985 t o  an  e s t im a te d  $15.4  m i l l i o n  f o r  f i s c a l  y e a r  
1986. W ith in c re a se d  use  o f  c o n tra c to r s  fo r  f i s c a l  y e a r 1987, n e t  c o l le c t io n s  a re  
e s t i m a te d  t o  i n c r e a s e  t o  $23.1 m i l l i o n  t h i s  y e a r ,  c l im b in g  t o  $28 m i l l i o n  in  
f i s c a l  y e a r  1988, and  t o  $32.2 m i l l i o n  in  f i s c a l  y e a r  1989 a s  t h e  a u d i t  b a c k lo g  
c o n t in u e s  t o  d ro p . The C o n g re s s io n a l  B udget O f f i c e  e s t i m a t e s  n e t  s a v in g s  in  
o u tla y s  d u rin g  th e  n ex t th r e e  f i s c a l  y ea rs  (1987, 1988, 1989) o f  $15 m il l io n ;  $17 
m il l io n ;  and $17 m il l io n  re s p e c tiv e ly ."
2SPECIAL: SECOND DISTRICT OF VIRGINIA ELECTS CPA TO U .S .  HOUSE OF REPRESENTATIVES
Owen B. P ic k e t t ,  CPA, was e le c te d  t o  th e  U.S. House o f  R e p re se n ta tiv e s  fro m  V i r g i n i a 's  
second c o n g re ss io n a l d i s t r i c t  on 11/4/86. C ongressm an-elec t P ic k e t t ,  a  Democrat, 
r e p la c e s  r e t i r i n g  Rep. G. W ill ia m  W h ite h u r s t  (R) who s e rv e d  th e  V i r g i n i a  Beach 
a r e a  s in c e  1969. A m em ber o f  th e  V i r g in i a  House o f  D e le g a te s  s in c e  1972, Mr. 
P i c k e t t  s e r v e d  on th e  C o m m ittee s  on A p p r o p r ia t io n s ;  P r i v i l e g e s  and  E l e c t io n s ;  
H e a l t h ,  W e l f a r e  a n d  I n s t i t u t i o n s ;  a n d  C h e s a p e a k e  a n d  I t s  T r i b u t a r i e s .  
A d d itio n a lly , Mr. P ic k e t t  h as  se rv ed  a s  Chairman o f  th e  D em ocratic S ta te  C e n tra l 
Com m ittee, Chairman o f  th e  Second C ongressiona l D i s t r i c t  D em ocratic Com m ittee, and 
Chairman o f  th e  D em ocratic C ity  Committee o f  V irg in ia  Beach. A s e n io r  p a r tn e r  in  
th e  law  f i r m  o f  P i c k e t t ,  L y le , S ie g e l ,  D re sc h e r  and  C roshaw , Mr. P i c k e t t  i s  a  
member o f  th e  V irg in ia  Bar. The n e w ly -e lec te d  Congressman re c e iv e d  h i s  B.S. from 
th e  V irg in ia  P o ly tech n ic  and S ta te  U n iv e rs ity  and h i s  LLB from  th e  U n iv e rs ity  o f  
Richmond Law School. Mr. P ic k e t t  h as  been a  member o f  th e  AICPA s in c e  1956.
SPECIAL: DON SKADDEN TO ASSUME NEW AICPA POSITION AS VICE PRESIDENlT FOR TAXATION
Donald H. Skadden, CPA, h as  been ap p o in ted  AICPA V ice  P r e s id e n t  f o r  T a x a t io n . I n  th e
n ew ly  c r e a t e d  p o s i t i o n ,  Mr. Skadden w i l l  b e  r e s p o n s i b l e  f o r  t h e  I n s t i t u t e ' s
fe d e ra l  ta x a t io n  a c t i v i t i e s .  C u rre n tly , Mr. Skadden i s  th e  a s s o c ia te  dean o f  th e  
G ra d u a te  S ch o o l o f  B u s in e s s  A d m in is t r a t io n  and  A r th u r  Young P r o f e s s o r  o f  
A ccounting a t  th e  U n iv e rs ity  o f  M ichigan. Mr. Skadden h a s  se rv ed  a s  a  member o f  
th e  AICPA C ouncil, a  member o f  th e  F ed e ra l T axation  E xecu tive  Com m ittee, th e  CPE 
Committee and numerous ta x  subcom m ittees and ta s k  fo rc e s . A d d itio n a lly , he  h as 
p a r t ic ip a te d  on th e  F in a n c ia l A ccounting S tandards A dvisory  C ouncil and i s  p a s t  
p r e s i d e n t  o f  t h e  A m erican  A c co u n tin g  A s s o c ia t io n  and  th e  A m erican  T a x a tio n  
A sso c ia tio n . Mr. Skadden w i l l  be based  in  th e  I n s t i t u t e 's  W ashington, D.C. o f f i c e  
b eg inn ing  in  February , 1987.
SPECIAL: GAO REPORTS ON EDGAR
B efore th e  SEC proceeds w ith  an  o p e ra t io n a l  EDGAR system  s e v e ra l  is s u e s  m ust be
add ressed , acco rd in g  to  a  GAO re p o r t  p rep a red  a t  th e  re q u e s t  o f  Rep. John D in g e ll 
(D-Ml), Chairman o f  th e  House Energy and Commerce Subcom m ittee on O v ersig h t and 
I n v e s t i g a t i o n s .  The r e p o r t ,  e n t i t l e d  "SEC N eeds t o  R eso lv e  Key I s s u e s  B e fo re  
P roceeding W ith I t s  EDGAR System ," l i s t s  th r e e  m ain concerns t o  be re so lv e d  by  th e  
SEC: 1) c le a r e r  id e n t i f i c a t io n  o f  th e  e x te n t  t o  w hich f i l e r s  may oppose e le c t r o n ic  
f i l i n g  p ro cedures and fo rm ats  which th e  SEC p la n s  t o  mandate and c l a r i f i c a t i o n  o f  
exem ptions from  f i l i n g ;  2) c l a r i f i c a t i o n  o f  w hether e x is t in g  law  and p u b l ic  p o lic y  
w i l l  a l lo w  th e  C om m ission  t o  f in a n c e  c o s t s  o f  d e v e lo p in g  and  o p e r a t in g  th e  
e l e c t r o n i c  " r e c e ip t "  p o r t i o n  o f  t h e  EDGAR sy s te m  th ro u g h  u s e r  f e e s  r a t h e r  th a n  
a p p r o p r ia te d  fu n d s ; and  3) t h e  need  t o  b e t t e r  d e te r m in e  t o t a l  c o s t s  and 
q u a n t i ta t iv e  b e n e f i ts  and to  more ad eq u a te ly  d e sc r ib e  th e  q u a l i t a t i v e  b e n e f i t s  o f  
EDGAR. The o p e ra tio n a l system , a s  p lanned , would c o n s is t  o f  tw o s e p a ra te  com puter 
system s -  one system  f o r  in te r n a l  Commission p ro c e ss in g , and one e x te r n a l  system  
t o  e l e c t r o n i c a l l y  r e c e iv e  and  d i s s e m in a te  f i l i n g s  s u b m it te d  a n n u a l ly  b y  o v e r  
13,000 f i l e r s .  The Commission proposes t o  fund th e  e s tim a te d  $35 m il l io n  c o s t  o f  
th e  i n t e r n a l  sy s te m  u s in g  a p p r o p r ia t e d  fu n d s . The e x t e r n a l  sy s te m  i s  t o  be  
fin an ced  by  a  c o n tra c to r  who reco v e rs  th e  c o s t, and a  reaso n ab le  r a t e  o f  re tu rn , 
by ch arg in g  u se rs  fo r  d a ta  f i l e d  w ith  th e  Commission. Responses t o  th e  re q u e s t  
fo r  p ro p o sa ls  w ere o r ig in a l ly  due 9 /10 /86  b u t  have now been  ex tended  t o  12/31/86 
(see th e  11/10/86 Wash. R pt.), w ith  th e  c o n tra c t  aw ard w ith in  120 days. A copy o f  
th e  re p o r t ,  GAO/ I MTEC-87-2, may be  o b ta in ed  by  w r i t in g  th e  U.S. G enera l A ccounting 
O f f i c e ,  P .O. Box 6015, G a i th e r s b u r g ,  MD 20877 o r  b y  c a l l i n g  th e  GAO a t  2 0 2 /2 7 5 - 
6241.
3SPECIAL: HERB LERNER TO CHAIR AICPA TAX DIVI S I ON EXECUTIVE COMMITTEE
H erb e rt J .  L erner, CPA, was ap p o in ted  Chairman o f  th e  AICPA's  T ax a tio n  E xecu tive
C o m m ittee  b y  AICPA C hairm an  J .  M ich a e l Cook. In  t h i s  p o s i t i o n ,  Mr. L e rn e r  w i l l
p re s id e  o v er th e  E xecu tive  Com m ittee, which c o n su lts  w ith  th e  T reasu ry  Departm ent, 
t h e  IRS, and  C o n g re s s io n a l  C o m m ittees  a b o u t t a x  m a t t e r s .  Mr. L e rn e r ,  a  p a r t n e r  
and  th e  V ic e  C h airm an  o f  Tax S e r v ic e s  a t  E r n s t  & W hinney, p r e v io u s ly  s e rv e d  a s  
Chairman o f  AICPA Tax D iv is io n  Subcom m ittees on Tax P o licy , Tax A ccounting, and 
Employee B e n e fit P lans. He i s  a  member o f  th e  D i s t r i c t  o f  Columbia I n s t i t u t e  o f  
CPAs and w as V ice  C hairm an  o f  i t s  Tax C o m m ittee . A d d i t io n a l ly ,  Mr. L e rn e r  i s  a  
member o f  t h e  D i s t r i c t  o f  C o lum bia  B ar and  s e r v e d  on th e  IRS C o m m iss io n e r 's  
A d v iso ry  Group i n  1982-1983. A fo rm e r  a d ju n c t  p r o f e s s o r  in  th e  g ra d u a te  law  
program  a t  Georgetown U n iv e rs ity , Mr. L erner i s  a  freq u e n t au th o r and le c tu r e r  on 
ta x  s u b je c ts . He i s  co -a u th o r o f  th e  th ree -v o lu m e work F ed e ra l Income T axation  
o f  C o rp o ra t io n s  F i l i n g  C o n s o l id a te d  R e tu rn s . Mr. L e rn e r  h o ld s  a  B.S. d e g re e  
from  R utgers U n iv e rs ity  and an LLB from Georgetown U h iv e rs ity . Mr. L erner assum es 
th e  p o s i t io n  p re v io u s ly  h e ld  by A llen  E llen tu ck  who served  a s  chairm an from  1983 
t o  1986.
For fu rth er  in formation con tact S h ir ley  Hodgson or  Joseph P e t ito  a t  202/872-8190.
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